Export share requirements on foreign direct investment in China. by Wong, Chai Ming. & Chinese University of Hong Kong Graduate School. Division of Business Administration.
EXPORT SHARE REQUIREMENTS ON 
FOREIQT DIRECT INVESTMENT IN CHINA 
BY 
WONG CHAI MING, SIMON 
黄 I 4 
MBA PROJECT REPORT 
Presented to 
The Graduate School 
In Partial Fulfilment 
of the Requirements for the Degree of 
MASTER OF BUSINESS AEMINISrRATiaJ 
IHREE-YEAR MBA. PROGRAMME 
THE CHINESE UNIVERSITY OF HCM； KONG 
雄 r i l 1992 
Professor E.S.H. YU 








 / k 
^ 9








1 / / ¾
 \
 -3













^ - ; - i : r r i 
- i i -
Abstract 
Ihis project report is about the export share requirements on the 
foreign investment in China since 1978. First, a background 
description i s given on the Chinese ecorony and the foreign 
investment in China. Next, the export share requirements in joint 
venture contracts are discussed in detail . I t i s proposed that China 
adepts the export share policy in order to promote exports, protect 
the local industry, provide domestic enployment, generate for ex, 
transfer technology and penetrate the global market. A factor-share 
matrix: i s also introduced to interpret the government's policy ard 
investors
1
 strategies on the basis of cotparative advantage. This is 
followed by literature ai>d questionnaire surveys \jhidi confinn that 
the e^ qxDrt share requirements are fair ly extensive and hi^i and that 
the proposed factor-share model is generally valid. The economic 
performance of export share policy i s then appraised, with sane 
reference to the theoretical basis and international practice. In 
general, i t i s concluded that the policy has met the proposed 
objectives and contributed to the economic growth of Oiina. Lastly, 
i t i s predicted that China will continue the policy, vMch may be 
moderated if more market mechanisms are brought into play by econcmic 
reforms. 
• • • - I l l -
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Since 1978, China has been undergoing ecorotiic reforms and has adopted 
the open door policy- It has encouraged foreign investment in the 
Special Ecoronic Zones and Open Coastal Cities. Foreign investment has 
played an increasingly inportant role in Qiina's nxxaernization drive. 
However, foreign investment is often required to e ^ r t a certain 
fraction of i t s output. Hiese investment restrictions may be called 
export share reqairements. 
Objectives 
The purpose of this project i s to study these export share reqairements 
on the foreign investment in China since 1978. Specifically, i t 
attenpts to answer the following questions : -
(a) What are the e^» r t share requirements in Qiirn? 
(b) Why are such requirements iirposed by Cliina? 
(c) How are they different for labour intensive and capital intensive 
industries? 
(d) How successful has the export share policy been? 
(e) What are the likely directions for the policy in the future? 
—2 
Methodology 
Two methods were mainly used for the study: a literature search was made 
to extract the secondary data and a questionaire survey was conducted to 
obtain the primary data as supplement. 
A search was made through the available publications to obtain as mich 
relevant information as possible on the following : -
(a) China's ecx>ncany 
(b) Foreign investment in China 
(c) Legislation on export share requirements in China 
(d) Cases on export share requirements in China 
(e) Theories on export share requirements 
(f) international export performance requirements 
The publications search included reports, references, business journals, 
academic journals, newspapers, regulations, trade and investment 
s t a t i s t i c s etc. A list ing of the main publications referred to is 
appended as bibliography at the end of this project report. 
In the available publications, i t appeared that there were no exclusive 
research r ^ o r t s on the subject of export share requirements in Oiina. 
THe relevant case reports were mlnly about foreign-invested joint 
ventures, with export requirements and performance nientioned only 
occasionally. A questionnaire survey 咖 therefore carried oat to 
obtain more direct and precise information on the subject. 
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The questionnaire survey was chosen for this project in preference to 
personal interviews or tel^hone survey for the following reasons. 
Questionnaires could rearch a larger number of cx3nparu.es, state the 
questions more clearly and exactly and allow time for the conpanies to 
find out the figures required. On the other hand, interviews conducted 
in Oiina would be very time consuming and costly. Tel^ione survey from 
Hong Kong would also be costly and rni^it not be appropriate for 
conraunciating the ccarplicated matters. A copy of the questionnaire used 
i s a t Appendix A. 
Limitations 
Ihe methods used for this project had several limitations as follows. 
Firstly, as mentioned previously, virtually no references or reports 
focused on export share requirements in China as their primary subject. 
In other words, published information on this aspect was not precise nor 
carprehensive. Secondly, althoi#i there were several theoretical papers 
recently on the export share requirements, i t appeared that the theory 
had yet to be proven by enpirical evidence frcm practical applications 
and mi^tit be more relevant for market economies than the conmand economy 
in Oiina. Thirdly, the export share requirements were largely 
confidential between the foreign investors and Chinese governerant. Such 








This chapter provides the background information on the China's 
economy • A historical account of the ecorony in the periods before 
1949, 1949-1977, 1978-1991 i s given. Hie present econcmic structure and 
problems are noted. Foreign trade of China is also revised. 
China before 1949 
China had long regarded i tself as the "Central Klngdcsn"(中丨盈）under 
the Heaven. Geographically, i t was well s^arated frcm others by hi^i 
mountains on the west, seas to the south and east, and the famous "Great 
Walls" buil t at the north to keep out "barbarians". Trading with the 
west had barely flourished, vMch was vdiy the "Silk Road" had became 
legendary. From the sixteenth century, the Europeans, sailed to Qiina 
to purchase goods, mainly tea, with silver. Ihe balance of trade was in 
China-s favour and i t s silver reserve went up. In the late ei^iteenth 
century, however, Britain began to sell opium frcm India to Qiim and 
the silver flow was more than redressed. Since the C i^um War in 1839, 
China was repeatedly defeated by foreign powers and was forced to open 
up i t s ports, cede land, including Hong Kong, and pay indemnities. 
Irrespective of the raost-favoured-nation clause and the US open door 
policy, foreign powers established "spheres of influence" in China. 
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Hiey dominated the domestic econany, such as railway construction, 
mining, shipbuilding etc (1). Furthermore, iirported foreign goods were 
given preferential terms v^iile dcanestic goods were very heavily taxed 
in order to pay for the indemnities. As a result, local industry was 
crippled (2). 
In 1911, the Qing Dynasty was overthrown by the revolution led by the 
nationalists, later called the Kucsnintang. Ihe nationalists 
attempted to exercise more control over the foreign presence in the 
ecoroty and identified themselves with the Shan^iai industrialists. 
Ihey, however, had to f i ^ i t against the warlords, communists and 
Japanese. After World War II , the ccraraunists defeated the corrupt 
Kuomintang government, which fled to Taiwan with a l l the gold 
reserves. 
Economic Develocgnent. 1949-77 
In 1949, the ccsrnraunists set up the Peqples
1
 R^ublic of China. China 
was then at a bankrupt state. Agricultural produce was not 
sufficient to feed the pec^le. 1949-52 was a period of 
rehabilitation of the econciry. Bureaucratic capital was nationalized 
and foreign firms were swept away. Ihe land reform returned land to 
the peasants. Industrial and agricultural outputs were restored to 
the pre-war levels, and the spiralling inflation was controlled (3) • 
The U.S. embargo on China in 1950' however, earmarked i t s closing the 
door to the West for the next thir ty years. 
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The Firs t Five-Year Plan (1953-57) was modelled af ter the Soviet 
Union and adopted central ecoronic planning. Heavy industry was 
stressed relat ive to l i ^ i t industry and agriculture. In th is period, 
the Soviet provided technical and financial assistance and China's 
trade was mainly with the ccaranunist countries. Existing private 
industries were nationalized and co-operatives were formed in rural 
areas. In th i s period, the annual increase rate in the output of 




 surpass Britain and equal the US
1
, Mao Zedong launched 
the Great Leap Forward in 1958-59. The aim was to increase 
productivity by motivating workers ideologically without material 
incentives. Co-c^eratives were grouped into gigantic caramunes争 
Cottage industries and backyard furnaces were everyv^iere. As the 
Great Leap set unrealistic output targets and disregarded resource 
constraints, i t collapsed in 1959, to be followed by "three bi t ter 
years". In 1959-61, there were econonic exhaustion and serious 
recession. Natural disasters and the removal of Soviet assistance 
worsened the problem. Ihe result was that the C^ JP f e l l by one 
quarter and about 16 million people died of starvation. (5) 
1961-65 was a period of recovery frcm the damage done by the "Great 
Leap". Mao retreated from the helm and more rea l i s t ic leaders took 
over. After the quarrel with the Soviet union, Oiina was in greater 
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isolation although i t looked to Japan artd Europe to iirport sane 
technology. (6) 
In 1966, Mao returned to the centre of the polit ical stage with his 
sweeping revolutionary spir i t . Ihe Cultural Revolution was launched, 
vMch lasted for about 10 years and had i t s most intense period in 
1966-69. Ihou^i not aimed at the econony^ the violent "revolution" 
caused the greatest econonic losses to China after the wars • 
Nonetheless, China re-joined the United Nations in 1971 and signed 
the Shanghai Conraunique with the I^iited States in 1972, on the course 
to normalization of relations. In 1976, Mao died and the pragmatic 
statesman, Deng Xiaping, re-emerged in 1977. 
Economic Refonms and Open Door Policy. 1978-1991 
In 1978, the "four modernizations" of agriculture, industry, 
national defense, and science and technology were announced. (7) 
Economic reforms were then introduced to bring about greater 
efficiency by decentralization and using incentives. The econory was 
to incorporate market mec±ianism. Qiina
f
s ambitious, yet not 
impossible, plan was to quadrille i t s C3DP to $800 per head and becone 
a middle-incone country by the year 2000. (8) 
Ihe reforms started with agriculture by de-collectivization and 
enploying the c»ntract-responslhility system. Peasants could then 
work in household units and sell the produce in surplus to their 
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quota a t the market. The rural reform was extremely successful and 
the agricultural production alinost doubled between 1978 and 1984. 
In late 1978 , the open door policy was announced to encourage 
foreign investment and trade. Ihis was a dramatic departure from the 
previous strategy of self-reliance and formed an inportant facet of 
the econonic reforms. Four Special Econcmic Zones were established 
in 1980 and 14 coastal c i t ies were opened in 1984. 
In 1984, the reforms were extended to the urban areas: wages and 
prices were to be market determined, enterprises to be responsible 
for their profi ts and losses, and scare state enterprises to be 
privatized. Deng called this "socialism with Chinese 
characteristics". Ihe urban reform, however, had not met with naicii 
success. 
In the period of the Sixth Five-Year Plan (1981-85), the actual 
annual G3PD growth rate was about 10% versus a targeted rate of 4%. 
In industry, collective enterprises increased from 20% share in 1980 
to 28% share in 1985 (9) • Li^it industry grew faster than heavy 
industry. Foreign trade also expanded rapidly. Towards 1985, 
however, the econcray ms overheated with the problems of inflation, 
excessive and i l l i c i t iitport of consumer goods, deficit in the 
balance of payment and rundown in foreign reserves. Raw materials, 
energy and transportation were inadequate and resulted in 
bottlenecks. 
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In the period of the Seventh Five-year Plan (1986-90), the actual 
annual GPD growth rate was about 7.5%, vMch was also the target rate 
(10) • Retrendhment was exercised in 1986, but as i t was relaxed 
la ter , inflation reached a record hi^i of 21% in 1988. Austerity 
measures were launched again in 1989, which reduced inflation to 2% 
by 1990. This period also saw the traumatic Tiananmen Square event 
in June 1989. GPD growth was 4% and 5% in 1989 and 1990 
respectively. Hi^ier growth of about 6.5% in 1991 was expec±ed. 
Balance of trade returned to surplus in 1990 and 1991 and the foreign 
exchange reserves increased to a record level of $40 billion in 1991 
(11). Renminbi was devaluated in 1989 and 1990 to reduce the gap 
between the off ic ia l and true value. 
The Ei^ith Five-Year Plan (91-95) has targeted a GPD growth of 5-6% 
annually. Ihe alia is to have sustained growth at a controllable 
pace. There i s also a return to an eir^tosis on heavy industry and 
infrastructures to mprove the basics. After Deng's tour of the 
Special Econcmic Zones in Jan 92, the Chinese off icial press 
ccjnmented that Oiina should go further down the road of capitalism 
(12) • 
F^onomic .structure and Problems 
Nowadays, China is s t i l l a conmand economy , with state enterprises 
doninatin? the industry sector. Collective, foreign-invested and 
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individual enterprises are, however, on the increase and has 
accounted for about 40% of industrial output by 1990 (13) • There are 
two types of economic planning: mandatory and guidance. For the 
former, production and distribution are dictated; for the latter, 
persuasive economic levers such as pricing policies, taxation and 
credit are used. There is a tendency to shif t from mandatory to 
guidance planning. Furthennore, goods produced in surplus of the 
planned output are sold at negotiated or free market prices. Hence, 
there i s a dual track system of official and market prices. 
Hie Chinese econcsty has three major sources of problems. Firstly, i t 
s t a r t s from a low base. Thus, i t has weak infrastructures and 
backward technology. I t s development is also restrained by a lack: of 
foreign reserves. Secondly, i t has been a conmunist country with a 
command economy and i t is now s t i l l at a state of partial reform. In 
trying to incorporate market mechanism and to open to the world, many 
basic conflicts remain un-resolved : hew to free prices without 
uncontrollable inflation, allow delinquent enterprises to go bankri^rt: 
without labour unrest, prosper without increasing wealth 
polarization, decentralize power without causing excessive spending 
and iitports etc. In other words, the price reform, vfelch aims at 
freeing prices, and the enterprise reform, vMch alms at freeing 
enterprises fran state planning and ownership, have not been 
successfully carried out. Iforeover, the Penminbi remains over-valued 
and inconvertible. Labour and financial xiarkets also need to be 
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developed and freed from excessive restictions. Thirdly, China now 
has a huge population of 1.14 billion growing at an annual growth 
rate of 1.4%. This has an offsetting effect on GPD per capita. All 
in a l l , however, China will continue to drive for the economic 
reforms and open door policy vMch underpin growth in the long term. 
The economic prospects for China appear to be good in the 1990s. 
Foreign Trade 
Frcm 1949-78, Ctiina had pursued an autarkic trade policy. Inports 
were kept low and exports were maintained at a corresponding level to 
pay for the m p a r t s . Althco^i trade increased in 1956-60, 
64-66,73-78, the e^»r t s in 1978 were US$10 billion, equivalent to 
only 5% of C3DP or 0.75% of world exports. Frcm 1978 onwards, trade 
has been growing fast , at an average rate of 15% per year. In 1990, 
the exports were $62 billion, i .e . 17% of GDP or 1.8% of world 
exports. However, mports in each year have been fluctuating 
severely. Decentralization as a result of the trade reform led to 
the excessive inports in 1985. Control was then in place again by 
ti^itening the iirport licencing system. Inports are mainly 
technology and capital goods althou^i consumer inports are 
increasing. Ihe export base consists of petroleum, primary 
carmnodities and an increasing volume of labour Intensive 
manufactures. Ihe major trading partners are Hong Kong, Japan, USA 
and Europe. Hong Kor^, nonetheless, plays an important entreport 
role in China trade. 
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Summary 
In th i s Chapter, we have noted that China has been a poor country. 
Despite some economic success in the f i r s t half of the 1950s, 
substantial economic progress has taken place only after 1978, v i^en 
the economic reforms and qpen door policy were introduced. Ihe 
present economic problems for China are due to the fact that i t is 
s t i l l in a state of partial reform. Peforms in the price, 
enterprise, labour market and financial system have yet to be carried 
out successfully. 
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Notes to Chapter 2 
(1) see Brown (86), pp 40-41, for data on foreign and Sino-foreign 
firms by nationality, industry, location and capitalization in 
1895 - 1913. 
(2) An exairple is the tobacco industry. Domestic tobacco had to be 
taxed 25 times fron Oiengdu to Oiongging vMle foreign tobacco 
paid only 7.5 per cent tax. British American Tobacco Carrpany 
(BAT) had thus monopolized the Qiinese market. Kerrp (87), p5. 
(3) Ma (90), pl5, for data on output in the rehabilitation period, 
1949-52. 
(4) Ibid, ppl8-19. 
(5) Economist (90), p26. 
(6) Same canplete plants without acxxmpanying software were iirported 
in 1964-66 and 1973-77. World Bank (88), p96. 
(7) The policy was announced by Hua Guofeng in Feb 1978,. with the 
four modernizations to be achieved by 1985. Such over 
c^timistic goals were later moderated by Deng in Dec 1978. See 
the National Council For US-China Trade (87), pp7-8. Ihe four 
modernizations were f i r s t suggested by Zhou Enlai in 1975; See 
Pcanfret (91), p3. 
( 8 ) i h i s i s the target for long term plan 1981-2000 vMch China is 
well on course to attainment. Economist (90), p27 and ADB (91), 
p53. 
(9) Collective enterprises are those collectively owned by the 
workers. See kenp (87), pl3, for change in ownership sectors 
frcm 1952-85. 
(10) Asian business (April 91), p47. 
(11) south China Morning Post, 31.12.91. 
( 1 2 ) SCMP, 24 Feb 1992, ppl,14' reports the Peoples' Daily conmentary 
entitled "Opening to the outside world and making use of 
capitalism" on 23 Feb 1992. 
…、ADB (91) p53. SCMP, 12.11.91, reports that the Chinese 
(




Foreign Direct Investment in China 
Introduction 
Itiis chapter accounts for the foreign investment in Oiina since 
1978. The various aspects of foreign investment: i t s rationale, 
forms, locations, origins, industry types and approval process are 
discussed. 
Foreign Direct Investirtent 
Foreign direct investment (FDI) is the input of factors such as 
capital, labour, technology, materials etc from a cxurpany of foreign 
origin into a host country for production purposes. In direct 
investment, the investor actually participates in the production or 
management process. This is in contrast to portfolio investment 
v^ere the investor is not directly involved except in the provision 
of funds (1) • 
Foreign Dir^± Investn^nt in China' 1979-1991 
In cormnunist Oiina, apart from the、Soviet "assistance" in the 
f i f t i e s , foreign direct investment has taken place only after 1978. 
The debut of foreign investxnent could be said to be in 1979 when the • 
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jo in t Venture Law was introduced. Since then, the general trend has 
been a significant increase in foreign investment. Fluctuations have 
been mainly due to the changes in the domestic econcxiiic policies. 
Foreign investment surged and then dropped during the retrerx±iment in 
1985 and slowed down again during the austerity period and Tiananmen 
incedence in 1989. In 1991, however, foreign investment was on the 
r i se again. The average increase rate in foreign investment pledged 
in the period of 83-90 was about 21 %• Table 3.1 gives the value of 
foreign direct investment from 79-91. 
Over the years , China has progressively improved the legal 
environment and introduced more incentives and convenience to 
encourage foreign investment. Ihe iirplementing regulations enacted 
in 1983 helped clarify the laws for joint ventures. In 1986, the 
"Provisions for the Encouragement of Foreign Investment" were 
passed. In 1988 and 1990, amendments in the joint venture 
legislation allowed the foreign partners to have greater managerial 
authority (2). On a broader front' the continuing reforms have 
created a more compatible and less restrict ive domestic environment 
for foreign investors. 
why noes ChiD^ NP^ d Foreign Direct Investment 
q ^ i s in urgent need of various factors of production 
particularly capital, technol^y, managerr^nt etc. Foreign investors 
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provide the ittach needed capital and share the risks. They also bring 
in modern technology, machinery and management ski l ls as well as the 
connections in the international markets. Thus, they boost exports 
and enhance China
f
s position in foreign reserves. Ihey also create 
eirployment for the labour made redundant by the rural agricultural 
reform. 
Moreover, the foreign investors, generate multiplier effects in the 
dcraestic econarty and serve as models for reforming the ailing state 
enterprises. Ihey are also assets for China in the negotiations with 
foreign countries over trade matters because any foreign ta r i f f s or 
sanctions inposed against Chinese exports would hurt their investment 
in China, In contrast, foreign portfolio investment can only 
provide capital and not the other benefits. The lenders share no 
risks or require interest payments irrespective of business profits. 
Thus, foreign direct investment is an important policy instrument in 
the open door policy. 
There are, however, seme dravtocks of foreign direct investment. The 
foreign investors may adversely affect the dcanestic industry and 
e ^ l o i t excessive profits at the expert of the host country. Ihey 
may mis-allocate local resources for the production of goods that are 
cheaper to inport. Environmental pollutions and dele t ion of natural 
resources are further exanples of negative externalities. last and 
xnost luportant of a l l , the host country my feel that i t s sovereignty 
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i s being eroded. In welcoming foreign direct investment, therefore, 
the host country would inpose requirements so as to minimize these 
negative effects. 
Vfliy do Foreigners Invest in China 
Foreigners invest in China mainly because of the huge Oiinese 
peculation. Labour intensive operations or production can be shifted 
to China to make use of the cheaper labour. Ihis would make their 
products more cost caipetitive. The investors from Hong Kong further 
enjoy ethnic and linguistic similarities as well as geographical 
advantages. Foreign investors may have an eye on the potentially 
large Chinese market. Ihis i s particularly true in the case of 
capital intensive or hi< i^ technology products. As their home markets 
are largely saturated, they view Qilna as a promising market for 
their future growth. Althou^i the host market is diff icul t to 
penetrate at present, they would like to establish a foothold in 
Qiiria. (3) 
Like labour, land in China is also cheap as corpared with that in 
Hong Kong. This offers good scope for industrial, conrrvercial and 
residential development. Some foreign investors are interested in 
the natural resources of China. For exaitple, the Japanese invest in 
petroleum and coal extraction to secure their energy sources (4) • 
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According to a popular theory, a foreign firm would choose direct 
investment only if the ownership, locational and internalization 
advantages are present (5) • Ihe ownership advantage comes frcm the 
foreign firm
!
s tedhnology or market connections. Ihe locational 
advantage in China derives mainly froa the low cost labour in the 
case of export oriented products or the abil i ty to circumvent trade 
restr ict ions and gain domestic access for iirport substitution 
products. The internalization advantage exists because foreign firms 
often are unwilling or find i t diff icul t to transfer their ownership 
advantage, say, in the form of licencing. 
Forms of Foreign Investment 
Foreign investment may be in the following forms:-
Equity Joint Venture (EJV) 
Contractual Joint Venture (GJV) 
Wholly-Owned Foreign Venture (WFV) 





Ihe Equity Joint Venture (EJV) is a legal person under the Oiinese 
laws. Foreign and Oiinese partners share the profits in proportion 
to their equity shares. EJV represents the long term conmitment of 
the foreign investor and is the form most encouraged by Oiina. I t 
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has the most ccsnprehensive legal coverage and the best package of 
incentives. For exairple, production irputs are provided to EJV at 
the cheaper plan prices rather than the more expensive market prices 
(6) • With increased incentives introduced by new legislation, i t has 
now became the most popular form of foreign investment. 
Under the Contractual Joint Venture (GJV), profi ts are shared in 
accordance with the proportions written into the contract vMch may 
be different free the equity shares. GJV is usually of shorter term 
and not within the plan. In the early 80s, GJV was the most pc^xilar 
form as the foreign partner was then dis-inclined to make equity 
exxnmitment. Sane contractual ventures have later converted into 
equity joint ventures. Contractual venture law was passed in 1988. 
The Wholly Owned Foreign Venture (WFV) was unpopular because the 
foreign investor often needed a Chinese partner in dealing with the 
government and local firms. However, v^iolly-owned foreign canpanies 
have increased in recent years because of the credit crunch in CJiina 
(7). The Wholly-owned Foreign Venture law was enacted in 1986. 
In the Processing and Assembly Operations (PAD), the foreign partners 
inport the raw materials and exstponents and pay a fee to the Chinese 
factories for processing and assembling them- The foreign party 
usually provides the nachlnery (8). PAO has became a very popular 
and successful form. In Cor^nsation Itade (CT), the machinery is 
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provided by the foreign side and is to be repaid by goods produced 
with i t by the Chinese side. In licensing, the licencer provides the 
technology and collects an annual fee in allowing the licencee to use 
i t in production. 
Ihe "ventures" are the preferred forms in terms of capital , 
investment, technology transfer, opening up international markets, 
creating domestic linkages and generating added-values. Among them, 
EJV has been the most preferred form. Strict ly speaking, EJV is the 
only form of joint venture recognized in China. Moreover, PAO and CT 
are regarded as ccaonmodity credit rather than direct investment in 
other countries. 
EJV, GJV and WFV are known in Oiina san ci jing ying (三史夕業）, 
vMle PAO and CT are called san lai yi bu ( 彡 來 ， ^ ¾ ) • San la i 
here refers to la i liao j ia gong ( 來 斜 加 二 ） - " b r i n g i n g materials 
for processing", la i yan zhi zuo (來樣智遣 ) -"br ing ing samples for 
manufacture", and la i liao zhuai^ pei ( 來 料 骇 南 己 ） 如 
materials for production or an assembly line". Yi bu refers to the 
cxxrpensation trade (8) • 
Where Does Foreign Investment Take Place 
Foreign investment in China usually takes palce in one of the 
following areas:-
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Special Economic Zones (SEZs) 
Open Economic Zones (OEZs) 
Open Coastal Cities (OCCs) 
Economic and Technological Development Zones (EIDZs) 
Inland c i t i e s 
Ihere are at present five Special Economic Zones (SEZs): Shenzhen, 
Zhuhai, Shantao, Xiamen and Hainan island. These zones are specially 
set up to encourage foreign investment and exports. Ihey offer tax 
reductions and holidays, iirport duties exemptions, administrative 
convenience etc. Previously, they had been rural areas and had had 
minimal industrial and infrastructural base. Since the early 80's, 
the nation has invested heavily in the SEZs and their economic 
growth has been ^lenomenal, 
The SEZs also have polit ical significance. Shenzhen and Zhuhai are 
planned to integrate with Hong Kong and Macao respectively. Xiamen 
i s earmarked to link up with Taiwan. Many renowned businessmen in 
Hong Kong have their origins in Shantow. The SEZs therefore provide 
a buffer as well as an integrating mechanism between the socialistic 
mainland and the capitalist ic outliners - Hong Kong, Macao and 
Taiwan. Moreover, reform experiments may be carried out in the SEZs 
because they have less detrimental repercussions on the main Chinese 
society• 
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The most significant SEZ so far is Shenzhen. In the 80s, China had 
invested huge sums of money into Shenzhen and intended to groom i t to 
be a "star" city. However, upto the mid-8Os, the performance of 
Shenzhen had been disappointing: i t had attracted investment into 
services and property rather than high technology industries; i t s 
exports were 1CM v^iile i t s iirports were high (10). Since 1985, 
however, Shenzhen has iitproved very much in terms of technology 
transfer and exports (11). Shenzhen, has, in fact, became a 
metropolitan centre, well on i t s way to integrate with Hong Kong. 
There are three Open Econonic Zones (OEZs) : the Pearl River Delta, 
South Fujian Delta, and Yangtze River Delta. The Pearl River Delta 
includes 7 municipalities and 21 counties such as Foshan, Jiangmen, 
Zhongshan, Dongguan, Zhaoqaing, Haizhou etc (12) • As carpared with 
the SEZs, they offer parallel incentives, cheaper labour and even 
greater administrative flexibili ty. Much of the Hong Kong's industry 
has shifted northwards to Shenzhen, Zhuhai and Guangzhou and later 
spreaded outwards to the Pearl River Delta. About two to three 
million people are enployed in these areas to carry out mainly labour 
intensive production for exports. 
Among the 14 Open Coastal Cities (OCCs), the most important ones are 
Shai^iai, Tianjin and Guangzhou (13). Ihey were the treaty ports 
opened to foreigners a century ago. They differ from the SEZs in 
that they have already had an industrial and infrastructural base 
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before the reform. In general, they are closer to the domestic 
material sources and markets. In these ci t ies , foreign investors are 
encouraged to renovate the existing outdated enterprises. Ihe 
investment tends to be of a larger scale and my be for 
iirport-substitution • 
The Economic and Technological Development Zones (EIDZs) are enclaves 
within the OCCs offering concessions corparable to those in the 
SEZs. They are usually new areas specially developed for foreign 
investment. Ihey, therefore, coribine the advantages of SEZs and 
OCCs. Examples are Minhang and Pudong in Shan^iai and Huangpu in 
Guangzhou. Minhang contains only foreign-invested ventures and 
Pudong has become a hot point for foreign investment in the 90 ’s 
(14) • 
Beijirtg, the Chinese . capital, also has considerable foreign 
investment caiparable to Shan^iai's. Many investments are in service 
industries such as hotels. 
In the geographical distribution of foreign investment, two general 
trends can be discerned. The 'open' status, characterized by reduced 
red tape and increased incentives, has started in the SEZs and 
spreaded to the coastal c i t ies and river deltas and to a lesser 
extent to the inland provinces. By 1988, about 288 ci t ies and 
counties have declared 丨 o p e n ' . I t can be envisaged that the v^iole 
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China may be cpen to foreign investment in future (15). 
Labour-intensive investment has also started in the SEZs. As the 
wages in the SEZs increase, i t has filtered into the Pearl River 
Delta, Fujian, Jiangsu and the EIDZs. The search for cheap labour is 
ejq^ected to reach further inland. In time, the SEZs will have 
developed their industrial base and attracted more capital intensive 
production. 
A l is t ing of foreign investment upto the end of 1987 by location is 
given in Table 3.2. About half of the FDI pledged was concentrated 
in Guangdong. Hie four SEZs, Shenzhen, Zhuhai, Shantao and Xiamen, 
had a daminating share of 29% of FDI pledged by the end of 1988 (16) • 
Who Are the Investors and What Do Ihev Invest 
Over 60% of the foreign investment in China or over 80% of that in 
Guangdong canes fraa Hong Kong. Japan and the US each accounts for 
10¾ of the total ; Western Europe about 5%. Taiwan also has 
substantial investment in China. Sane of the Hong Kong investors 
are, in fact, agents for the investors of other countries (17) • 
The joint ventures fran Hong Kong tend to be concentrated in the SEZs 
and Pearl River Delta. Ihey are usually labour-intensive and 
export-oriented. Exanples are manufacturing of toys, garments, 
footwear, consumer electronics etc. In the prevailing conditions, 
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small enterprises have a greater chance of success. The joint 
ventures from the industralized foreign countries are usually located 
in the Open Coastal Cities. Ihey generally are of larger size and 
hi^ier technology level and aim at domestic sales. Exanples of 
car-making joint ventures are Chryslers Beijing Jeep plant, 
Volkswagen，s plants in Shan^iai and Changchun, Peugeots1 plant in 
Guangzhou etc. Ihey have recently found increasing sales in the host 
market (18) • 
In the 85-90 plan, China's priori t ies for foreign investment were in 
es^xDrt-related industries, telecommunications, energy, 
transportation, raw materials production, industrial products and 
cxjirponents etc (19) • 
Approval of Joint Ventures 
To set up a joint venture in China, the foreign investor f i r s t has to 
look for a Chinese partner. Potential partners may be found at trade 
ejdiibitions or introduced by consultants, s tate enterprises or 
government organizations. 
After the two parties have agreed in principle to form a joint 
venture, a le t ter of intent is signed. The Chinese party then 
sutmits a pre-feasibil i ty study to i t s su?)ervising department and the 
approval authority. The lat ter is usually a local economic planning 
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commission fcut may be the Ministry of Foreign Economic Relations and 
Trade (MOFERT) if the investinent is large. After the preliminary 
approval, both parties proceed to prepare the joint feasibili ty study 
v^iich sets out the details of operations and marketing. 
On conclusion of the negotiations, the joint venture agreement, 
contract and art icles of association are prepared and signed. The 
v^iole package is then submitted to the authority for final approval 
within three months. If the application is approved, a certificate 
i s issued for the joint venture to register within one month. After 
registration, the joint venture receives a licence arid can star t 
operations. Ihe process of forming a joint venture typically takes 
about two years (20) • Docupients also need to be submitted via the 
local authorities or MOFERT to the relevant agencies on matters of 
tax, foreign exchange, customs, material supplies and land use. 
Summary 
We have noted in this chapter that the foreign direct investment in 
China has been increasing rapidly from 1979 onwards. Oiina needs 
foreign investment in order to raise i t s e x p o r t s , enployroent rate, 
forex reserves and technology level. Foreign investors are 
interested either in China's source of cheap labour or i t s huge 
potential market. Foreign investment mostly takes place in the 
Special Economic Zones such as Shenzhen or open industrial ci t ies 
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such as Shanghai. The majority of foreign investors are from Hong 
Kong, vAiile those from the US, Japan and Western Europe are also 
significant. The former are mainly involved in labour intensive 
production vMle the lat ter are usually engaged in capital intensive 
production. 
- 2 8 -
Table 3.1 Value of Foreign Direct Investment Pledged, 79-91 
Value of Projects 
Y闷r Pledged (Sbillions) Growth rate, % . 
79-82 4.61 
83 1.73 
84 2.65 53 
85 5.93 124 
86 2.84 -52 
87 3.74 31 
88 5.3 43 
89 5.6 6 
90 6.6 (a) 18 
91 11.28 (c) 70.9 (b) 
Source: Pearson (90), p70 
(a) FEER, 8 August 1991, p28 
(b) south China Morning Post, 31.12.92. This was the 
growth rate for the f i r s t 11 months of 1991 and is 
assumed here for the v^iole year 
(c) Calculated frcm (b) 
一 29 -
Table 3.2 Foreign Investment to the end of 1987• by province 
(exceedincr $100M) 
Value of Joint Ventures 
Province Pledged ($M) % 
Guangdong 9188 51.8 
Fujian 822 4.6 • 
Beijing 1651 9.3 
Tiangin 243 1.4 
Shan^iai 1843 10.4 
Jiangsu 220 
Guangxi 384 2,2 
Liaoning 779 4.4 
Zhejiang 159 0.9 
Shandong 336
 1 , 9 
Heilongjiang 103 0.6 
Henan
 2 2 5 1 , 3 





PRC Total 17725 
Source: Shan^iai Industrial and Economic Journal, 7 July 88 
(a) Inflated by large resource ventures, e.g. , Antaibao 
coalmining,, see Pomfret (91), p95 
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Notes to Chapter 3 
(1) A more detailed discussion of direct and portfolio investment is 
in Salvatore (90), p345. 
(2) Foreign general mnagers and board chairmen were allowed in 1988 
and 90. Another major amendment in 1990 was that joint ventures 
were permitted to run without a fixed term. Pamfret (91), p73 • 
(3) Cairpbell et al (88), questionnaire, No. 46. Kearney (87), p41; 
Kertp (87), p66; Economist (90), p33. 
(4) Economist (90), pp40-41. 
(5) ADB (90), p47. 
(6) Pamfret (91), p24. Equity joint ventures enjoy privileged 
access to basic supplies, transportation and RMB loans. 
(7) Pamfret (91), pp65-66. Sharp increase in WFVs occurred in 1988 
and early 1989. 
(8) Ttioburn et al (89), p89. 
(9) Thoburn et al (89), p90. 
(10) FEER, 19 September 1985, p63; Schippers (90)' p42. 
(11) Hong Kong Bank (90), pl4 
(12) See HKB (90), p22, for a corplete listing. 
( 1 3 ) see Kerrp (87), p31, for a corplete listing. 
(14) SCMP, 13.3.91, BN6. 
/15% ^ i s i s the view ©pressed in Kenp (87), p31. Judging fran 
Dera 丨 s cal l for being "bold1 in pushing fast-paced reform in 
1 992, i t appears that this view may s t i l l be valid, if not more 
so. 
(16) Pcmfret (91), p75. 
(17) Pamfret (91)' ppl09-110. 
n8N scmp 14 January 1992, BN3. These joint ventures have 
drastically increased their production in the previous years and 
cornered the passenger cars market in China. 
(19) Kearney (87), plO. 
(20) Kearney (87), pp55-56. 
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Chapter 4 
Export Share Requirement in China 
Introduction 
In th is chapter, the export share requirements on the foreign 
investment in China are discussed in detail. Particular reference is 
made to the contractual requirements in the sairple contract and 
ar t ic les of association of joint ventures. The reasons 甸 China 
uses the e ^ r t share policy and the attitudes of foreign investors 
are explained. The factor-share matrix based on ccarparative 
advantage i s introduced to summarize Qiina
1
 s policy and investors 書 
strategies. 
Kyport Share Ppgnirements 
iMer export share requirements, a corpany is required to export a 
certain miniinum proportion of i t s output. I t itay be iirposed ty a 
government on a danestic or foreign-invested corpany. In the latter 
case, i t often forms part of a performance requirements package on 
foreign investment (1). Other coranon performance retirements 
include a mliiiinum percentage of the mterials and carrponents to be 
sourced locally, maximum foreign ratio, foreign exchange 
balance, Imitations on the repatriation of profits, maximum debt to 
equity ratio, miniinum local posts to be created etc. 
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Contractual Export-Share Requirements in China 
There are no statutory export share requirements in China. According 
to a hi^i of f ic ia l of MOFERT, the Chinese Government has no fixed 
export ra t io for the products of a joint venture. (2) Article 9 of 
the Joint Venture Law states that a joint venture is encouraged to 
se l l i t s products outside China but may also sel l them in the 
domestic market. I t does not specify general export share 
requirements. 
Normally, however, there are contractual ejqxDrt-share requirements 
for foreign investment in Oiina. Ihe saitple contract and articles of 
association for joint ventures require an e ^o r t share to be 
stipulated. 
Article 20 of the Saitple Contract is as follows:-
"Ihe products of joint venture cotpany will be sold both on Chinese 
market and on overseas market, the e^o r t part accounts for 
% for dcroestic market. (Note: An annual percentage and 
amount for outside and inside selling will be written oat acxxDrding 
to practical conditions, the amount for export shall at least meet 




Article 9 of the Saitple Articles of Association i s as follcws:-
… 她 ” coil i-hs nroducts on the Chinese domestic "Hie venture canpany may sell res proau^us, un ^ 
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market and on the international market, i t s selling proportion is as 
follows: 
(year) % for export; 
% for the domestic market. 
(year) % for export; 
% for the domestic market. 
(Note: The means of marketing method and obligations will be 
stipulated according to concrete conditions) (4). 
Thus, the export-share requirements are not unilaterally imposed by 
China in Statute but to be negotiated and agreed by the Chinese and 
foreign parties and wi t t en into the contract documents. The 
contractual e5q»rt-share reqairements are, nonetheless, a constraint 
on the foreign-invested ventures. 
However, there are cases where the contract contains no quantitative 
export requirements but a general statement on the need to "mainly 
export" or "export enough to balance forex" (5) • Strictly speaking, 
the la t te r are export reqairements bat not export share requirements 
because the required export ratio varies with the local content, 
dcxnestic sales in forex and other sources of forex. As the number of 
operational years increases, the local content and domestic sources 
of forex are likely to increase and the required export ratio to 
balance forex my decrease. Ihis i s in contrary to the usual case of 
export share requirements in ^hich a fixed export ratio is to be 
achieved after operating for certain years. 
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Apart from the export share, there are other performance requirements 
in the statute or saitple joint venture contract. Article 9 of the 
jo in t Venture Law states that a joint venture should give f i r s t 
pr ior i ty to Chinese sources in i t s purchase of raw materials, fuels 
and auxiliary equipment. A miniinum local content is, however, not 
required in the statute or saitple contract. In practice, contracts 
spelling out the percentage of local sourcing may be common (6) • 
Article 2 of the Foreign Exchange Control Regulations states that a 
joint venture should export enou^i to balance the foreign exchange 
revenue and expenditure (7) • Hiis requirement may also be included 
in the contract, as discussed before. There are no limitations on 
the maximum foreign equity ratio as ^oily-owned foreign enterprises 
are permitted. Ihe joint venture regulations, however, specify the 
maximum debt to equity ratios allowable for various amounts of 
capitalization (8) • 
Why does C3nina use Expn什-Share Policy 
The main reasons _ China uses export share policy on foreign 
investment are, naioely, the capitalization on the carparative 
advantage, protection of the dorestic irarket, creation of enployment, 
generation of forex, transfer of tectoology and penetration of the 
international market, mere is also a historical reason for Oiina to 
control the foreign investment i t may allow. 
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!lFirstly, the export share requirements capitalize on the cxanoparative 
丨丨advantage of China. China has a huge population of 1.1 billion and 
I thus has the ccstparative advantage in labour intensive production. 
|,Accx3rding to the standard trade theory, i t should specialize in and 
j export labour intensive products and iirport capital intensive goods. 
! such trade will benefit both Oiina and other countries (9) • This 
i also conplies with the Heckscher--CMLin theory, by which C3iina will 
I export goods that have a hi^i intensity in i t s factor endowment, 
j namely, labour (10) • In 1978, the year v i^en the open door policy was 
j announced, Chinese exports were only 5% of C3DP or 0.75% of the total 
]world ejqxDrts. Judging from the size of China, such an e^o r t level 
was very low. This was the result of the autarkic development policy 
.i that China had pursued for three decades. When China decided to 
I change i t s strategy fundamentally from self-reliance to econcmic 
co-operation, there should be considerable scope for i t to increase 
! in specialization and exports. Ihe export share requirements are an 
effective policy instrument in capitalizijng on the conparative 
advantage and meeting the objectives of specialization and e^»r ts . 
Secondly, the export share requirements protect danestic market frcm 
J ； the monopoliziiyg powers of the foreign-invested enterprises. Over 
the past decades, China has inposed ta r i f f s , licences and biotas on 
jjnports. These trade restrictions are for the economical reason of 
protecting the infant industries and the polit ical purpose of 
achieving self-reliance. Ihe foreign investors, by investing in 
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China, could be ta r i f f and quota junping. They could make use of the 
existing trade distortions to faci l i tate their sales in the host 
market and reap bigger profits. The share requirements 
r e s t r i c t their access for domestic sales. Thus, the domestic 
industries continue to be protected and their monopoly over the 
domestic market unaffected. Ihe export share requirements 
effectively place the foreign direct investment in the external 
sector. The exports from the foreign-invested ventures would help 
boost the OTP and enhance the international balance of payment of 
China. Ihus, the export requirements plug leakages in the iirportable 
sectors and obtain injections from the exportable sectors. 
Furthermore, by increasing the local content of FDI products, more 
linkages could be created with hi^ier added-values and greater 
multiplier effects in the Chinese economy. 
Thirdly, the export share requirements create domestic employment. A 
general effect of foreign investment i s an increase in the enployment 
in the host country. Ihis my be offset if the domestic industries 
are adversely affected or crowded out. By protecting the dcmestic 
industry and capitalizing on Qiina's ccarparative advantage for 
exports, the export share requirements ensure that the foreign 
investment results in an overall Increase in domestic enployment. In 
other words, the export requirements favour labour intensive foreign 
investment, thus providing enployment of domestic labour. 
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Ihe unemployment problem in China may have been severe but has never 
been openly admitted (11) • For a planned econotY, i t may be possible 
to plan for fu l l employment. However, many of the jobs so created to 
ensure fu l l errployinent are in reali ty redundant or idling. Hie 
labour productivity i s thus very low. The rural reform has increased 
agricultural production and released much surplus labour. This vast 
pool of surplus labour i s somevAiat absorbed by the export-oriented 
foreign investment. 
Fourthly, the export share requirements are to enhance the forex 
balance of China. Before the economic reforms, China had a low 
export volume and was lacking in foreign exchange. This had severely 
restr ic ted China's iirports and econcmic development. In opening the 
door to foreign investment, Oiina, therefore, expects them to 
generate foreign exchange or, at least, balance their own foreign 
exchange (12) • Such a balance is, in general, to be achieved at the 
fimw and not raacroeconomic level. The Chinese currency, Renminbi 
(RMB), i s not freely convertable. Foreign investors cannot convert 
freely their HMB profits into foreign currencies at the Chinese 
banks. They have to pay for their foreign exchange outlay in 
equipment investinent, material i i r^r ts , profits remittance, salaries 
etc from the foreign exchange earned in their sales. Sucii sales 
should mainly be exports because domestic sales are normally 
denominated in PMB. 
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Ihe export share requirements for forex balance depend largely on the 
amount of material inports. If most of the raw materials or 
cxarponents have to be iirported, a hi^ier export share i s required in 
order to earn the forex to pay for the inports. Conversely, if most 
of the raw materials are sourced in China, i . e . the local content is 
hi^i , a lcwer export share requirement may be acceptable to pay back 
the forex investment and loans. Thus, there is an export-lirport 
linkage. 
Fifthly, the e>qx)rt share requirements induce the joint ventures to 
bring their technology to the international level. Successful 
experts require that the products are internationally corpetitive in 
terms of costs, quality and differentiation. The technology adopted 
should therefore be advanced and appropriate for China. The 
inteamationaly arena is the best place to provide qualifying tes t for 
the technology transferred to China (13). On the other hand, 
donestic sales, as cotpared with exports, often require different 
product quality and distribution methods. Success in donestic sales 
does not guarantee a real conpetitive edge. The export share 
requirements, therefore, go a long way in forging technology i^^grade 
in China. 
Sixthly, the export share requirements induce the joint ventures to 
penetrate the international itiarkets. In this process, marketing 
techniques are acquired and marketing channels fostered. Hiese are 
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particularly iirportant for China ^lich had isolated i tself for 
several decades. International marketing needs a long term 
conmitment because i t takes time to build up product images and 
distribution channels. The e ^ r t share requirements on joint 
ventures are thus strategic in securing a larger international market 
share. 
las t ly , viewed in the historical context, the export share 
requirements f u l f i l China's need to control the foreign investment in 
the country- As discussed in Chapter 2, uncontrolled foreign 
penetration in China prior to 1949 had not led to proper economic 
development. In an attenpt to open the country to speed up 
modernization, China has been influenced by past experiences and 
would be disinclined to give foreign investors a ccarpletely free 
hand. As China i s in a partial state of market reform, certain 
control on foreign investment may be corpatible and desirable and the 
export share requirements are a siirple policy paraineter to meet this 
end. Probably most important of al l , the policy makers would not 
like to be accused of selling off the interests of the country to 
foreigners. The export policy may be their main defence in 
justifying the foreign presence vMch they may claim is to ©qxDrt and 
benefit Oiina. 
Havii^ discussed the reasons for the policy, there are nonetheless 
concessions to the export share requirements on the aspects of 
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domestic sales, forex balance and the time period to attain the 
export share. These concessions appear to conplement rather than 
nul l i fy the general policy. 
In the f i r s t place, China may allow joint ventures to sell in the 
donestic market for forex provided that the products are of high 
technology or urgently required by Qiina. These joint ventures have 
to be approved for iirport substitution (14) • In such cases, the 
donestic sales of the joint ventures have less adverse effects on the 
local industries because they are largely substituting v^iat Qiina 
needs to inport. Domestic market share is exchanged for foreign 
investment and technology transfer. Ihere ' is always the hope that 
these capital intensive or high technology joint ventures may one day 
se l l in the international markets. 
Moreover, joint ventures may use their RMB to buy local products for 
exports to earn forex. Ihey may swap their RMB surplus with the 
forex surplus of other joint ventures. For this last purpose, 
foreign exchange adjustment centres have been established in Shar#iai 
and Shenzhen and other major ci t ies (15). Ihe exchange rates in 
these centres are slightly above the "official" rate but slightly 
below the "bladk" market rate. RMB is new at a "managed" float (16) • 
Lastly, some joint ventures have adepted a gradual programme of 
meeting the export share reqairenents by selling minly in the 
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domestic market during the ini t ia l years and diverting to ejqports 
a f te r the products have reached international quality. 
Thus, the export share requirements are a siirple policy instrument to 
control foreign investment. Donestically, i t capitalizes on the 
carrparative advantage, protects the domestic industry, creates 
enployinent and transfers technology; internationally, i t increases 
exports, generates forex and penetrates the global market. 
Concessions may be made to balance the policy requirements and the 
encouragement of foreign investment. 
Export Enterprises and Technologically Advanced Enterprises 
China, in general, prefers joint ventures with hi^i export share 
requirements or of hi^i technology. In the Provisions for the 
Encouraginent of Foreign Investment, 1986, incentives are legally 
provided for two types of enterprises known as Export Enterprises and 
Technologically Advanced Enterprises (17) • Export Enterprises are 
those that export 50% or more of their products and generate surplus 
forex. Technologically Advanced Enterprises are those that possess 
advanced technology and can enhance forex balance by exports or 
iirport substitution. 
Special incentives given to these two types of enterprises include 
redactions in taxes, workers' subsidies, and land use fees. They 
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also have priority in receiving loans and obtaining water, 
electr ici ty and transportation services. Export Enterprises v i^ose 
export share exceeds 70% in a year have further reductions in the 
income tax for that year. 
These enterprises have to be certified on the basis of their 
enterprise contracts and the actual export results. There are l i s t s 
of such enterprises in Beijing, Shan^iai etc. 
Attitudes of Foreign Investors on Export Share Requirements 
Foreign investors, in general, would not iitpose contractual export 
share requirements on their own. The e ^ r t requirements are a form 
of restraint on the joint ventures. Without these requirements, the 
joint ventures can more freely determine their production and sales 
in accordance with the canpany strategies and market conditions to 
maximize their profits. 
^ e trans-national corporations from developed nations such as the 
US, Europe and Japan have the least favourable attitude on export 
share requirements (18) • In Caitptell (88), ^here 229 carpanies from 
the industrial nations were surveyed, 71% of the American and 
European respondents said that their aiin was to establish a long term 
presence in the domestic market. Ihe export requirements would, 
therefore, conflict with their potential interests of selling in 
China. 
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Furthermore, some trans-national corporations already have 
manufacturirig bases in other develc^)ing countries in Asia and are not 
interested in low cost sourcing in China. Exports from their joint 
ventures in China may affect their existing production else^iere. 
Hie e^)ort requirements may not, therefore, f i t with their global 
strategies. 
Lastly, as most large trans-national corporations are carrying out 
capital intensive and hi^i technology production, i t may be difficult 
to manufacture their products to a good standard in China. Securing 
good quality raw materials and carponents in China is another 
problem. Their products, therefore, may not be able to sel l in the 
world market. This situation is especially true in the early 
operational years of a joint venture. Ihey are thus more reserved 
about fu l f i l l ing hi^i e5q»rt share requirements and may not be 
optimistic about balancing the forex with their exports. 
Ihe investors fron Hong Kong may feel more at ease with the e^»r t 
share requirements. In the past few decades, they have been carrying 
out labour intensive productions for e x p o r t s . Now they have reached 
a stage ^iere they have a labour shortage problem. With the onset of 
the open door policy, they have gradually shifted their labour 
intensive operations to the Pearl River Delta. ^ e i r primary 
interest i s s t i l l in exports. They my not find i t onerous to meet 
the export requirements. 
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The above reasons may e>q)lain v^ iy about 60% of the total foreign 
investment in China has originated from Hong Kong and less than 20% 
of the investment has cone from the US, Europe and Japan. However,、 
the investment frcm the lat ter industrial countries is s t i l l 
significant in size and rapidly growing. By and large, the foreign 
investors can be said to find the e ^ r t share requirements 
contracted with the Chinese partners acceptable and working to their 
mutual benefits. 
Tnt^rplay of Qiirn's Policy and Investors
1
 Strategies 
The interplay of the policy of China and the strategies of foreign 
investors i s discussed below with reference to a factor-share matrix 
as shown in Fig 4.1. China's policy is to encourage joint ventures 
to be located in cells 1 and 2 for e ^ r t s and perhaps cell 3 in 
cases of iirport substitution. Joint ventures in cell 4 are not 
welcaned because they are in competition with local industries. Hong 
Kor^ investors' preference is to locate in cell 1 for exporting 
labour intensive p rese t s . The investors fran the US, Japan and 
Europe prefer to locate in cell 3 in order to prcxiace for the 
domestic market. Ihey are particularly disinclined to be in cell 2, 
namely, to export capital intensive products ^hidi may not measure up 
to international standaixis. Ihe conbiniiig results are that cell 1 
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doubtful (poor in low cost ejqx>rts 
quality products) 
I Hi<^ i export share 
j requirements, if any 
i 
.」 . - • i , , • 
Acceptable to Not acceptable to 
China for iirport China 
substitution 
Lew 
Export Preferred by the Not very interested 
Share Western investors by investors 
(<50%) 
Catparative advantage Comparative advantage 
in high tech sales doubtful (carpeting 
in Oiina with local industries) 
Low export share 
requirements, if any 
Fig. 4.1 Factor-share Matrix 
Ihe horizontal axis represents the industry type by differentiating l a t o^ 
and capital intensive operations (19) • THe vertical axis is the e ^ r t 
share ( e ^ r t / ou t pu t ratio) • The four cells are labelled as: 
Cell Description 
Labour intensive, e ^ r t oriented 
2 Capital intensive, e^»r t oriented 
3 Capital intensive, danestic oriented 
4 Labour intensive, domestic oriented 
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These results of the interplay between the government's policy and 
investors
1
 strategies can be arrived at independently by considering 
the comparative advantage of economics. China has ccsrrparative 
advantage in labour intensive activities. Joint ventures in cell 1, 
producing labour intensive goods for exports, also have such 
corparative advantage. China has comparative disadvantage in capital 
intensive act ivi t ies . Joint ventures in cell 3, producing capital 
intensive goods for domestic sales, have the corparative advantage 
relat ive to China. Joint ventures in cells 2 and 4 have doubtful 
canparative advantage. 
Furthermore, the export share requirements imposed on joint ventures 
in labour intensive production, if any, are usually hi^i and more 
readily acceptable because they are in line with the foreign partners' 
strategies. Those inposed on joint ventures in capital intensive 
production, if any, are usually lower and less acceptable because they 




W e have noted in th is chapter that joint ventures are usually required 
by the sample contract and articles of association to stipulate export 
share requirements. China adopts the export share policy in order to 
capitalize on i t s cx^nparative advantage for exports, protect i t s 
domestic ii^iustries, create errployment, generate 
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forex, transfer technology and penetrate the international market. 
There are incentives for the ejq>ort-orient©d enterprises and concessions 
for the technologically advanced enterprises. The attitude of the 
foreign investors on the export share requirements may vary fron general 
acceptance on the part of Hong Kong investors to reservations on the 
part of Western investors. The interplay of China's policy and 
investors
1
 strategies may be summarized by the factor-share matrix 
prc^xDsed on the basis of carrparative advantage. 
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Notes to Chapter 4 
(1) Robinson (83), Ch.4, provides a cxjrtprdiensive coverage of 
performance requirements on foreign investment 
(2) Chu (86), p88 
(3) Kearney (87), pl05 
(4) Kearney (87), pl09 
(5) NOJSCT (87), pll9 
(6) Pearson (91), pl32, reports that joint venture contracts cxammonly 
specified local content ranging from 30% to 80%, to be gradually 
attained over several years of c^serations 
(7) Economic Daily, Beijing, External Services Department et al (86), 
p48. The regulations are formally entitled "Regulations on 
Balancing Joint Ventures Foreign Exchange Revenue and Expenditure 
Accounts" 
(8) Kearney (87), p60 
(9) Salvatore (90), Ch.3 
(10) Salvatore (90), Qi.5 
(11) Schippers et al (90), p49. However, their view that "the 
errployinent-generating effect of foreign investments in the SEZs can 
only be regarded as non-existent" is highly debatable. See also 
Pamfret (91), pl37 
(12) Pearson (91), pl34 holds the view that the foreign exchange 
requirements served more to prevent a drain on currency reserves 
than to encourage significant contributions to them. 
(13) Iftiited Nations (88), p5 
(14) Kearney (87), p84 
(15) Pcxnfret (91),印 126, 139 
(16) SCMP 19.1.92, reports that China will soon adc^t a freely floating 
and convertible currency in order to gain entry into GAIT. 
( 1 7 ) see Kearney (87), pplOO-102, for ful l text. These incentives are 
(
) S o r ^ t o teve ^ u r a g e d equity joint ventures especially the 
export-oriented ones厂 see Pcarifret (91) • pl28 
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(18) Pomfret (91), p23; Caitpbell et al (88), p232 
(19) Labour and capital intensive operations may be differentiated by 
the capital/labour ratio. See Pomfret (89), p32. Ihere is, 
however, no hard and fast criterion. 
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Chapter 5 
Surveys of Export Share Requirements in China 
Introduction 
In th i s chapter, the export share requirements in actual practice are 
e x p l o r e d . Cases reported in the literature are pooled together and a 
questionnaire survey i s also conducted. The results are analysed, 
interpreted and corpared by the factor-share matrix proposed in 
Chapter 4• 
Cases Reported in the Literature 
The joint venture cases reported in Thoburn et al (90), Pomfret (89), 
Pearson (90), Keirp (87), NCUSCT (87), Canpbell et al (88) and Kearney 
(87) are pooled belcM (1) • Particular reference is made to the 
export share requirements of the joint ventures. In these cases, 
a cotpany was r^or ted to have a contractual export requirement 
or an export plan, i t i s assumed to be a quantitative ratio rather 
than a general statement to export enou^i for forex balance. 
Ihobum 
Thoburn interviewed 50 Hong Kong catpanies operating in the Pearl 
River Delta area in 1987 (^bles 5.1a,b,c). There were 17 equity 
joint ventures, 15 contractual joint ventures, 13 processing and 
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assembly companies, 2 canpensation trade conpanies and 3 'other' 
canpanies. These companies, with a few exceptions, had the following 
characteristics. They were of medium size and were carrying out 
labour intensive operations. Ihey were export oriented and the Hong 
Kong partners were responsible for the e ^ r t marketing. Ihey did 
not have forex balance problems. 
Ignoring the unclear cases and service companies, 29 corpanies had 
export plans and 6 had no contractual figures. Thus, 83% (29/35) of 
the canpanies had contractual export share requirements; 72% (21/29) 
o f these were required to e^» r t at least half of their output. In 
the saitple, 35 catpanies had actual export share figures; 74% 
(26/35) of these were exporting at least half of their output. 
Pcanfret 
Pomfret interviewed the joint ventures in Nanjing in 1989 (Table 
5.2) • The 21 cxmpanies quoted here were equity joint ventures. The 
foreign partners of these catpanies came from Hong Kong (11 cases), 
Western Europe (3 cases), the US (3 cases), Japan (1 case), Australia 
(1 case) and Sii^apore (1 case).. Ihey were usually of medium size, 
with 12 corrpanies beir^ of latour intensive type and 8 canpanies 
b e i ^ capital intensive. Same were export-oriented while a few aimed 
at domestic sales. The corpany profits were also mixed. Many of 
them, however, had just been operating. 
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Ignoring the unclear cases, 10 canpanies had export plans and 1 had 
no such contractual requirements. Thus, 91% (10/11) of the cortpanies 
had export share requirements; 90% (9/10) of these were required to 
export at least half of their output. In the sairple, 9 canpanies had 
actual export share figures; 44% (4/9) of these were exportijng at 
least half of their output. 
Pearson 
Pearson conducted the research on 28 joint ventures in 1984-85. 10 
of the foreign partners of these carpanies came frcm the US and Hong 
Kong, 5 from Western Europe, 1 from Japan and 2 from Thailand. Most 
of these foreign partners were from the West and Hong Kong carpanies 
were under-represented. The joint ventures were usually large in 
investment, with an average equity of US$ 9 million. Ihey were 
mainly in manufacturing (25JVs) • ranging from heavy industry to 
consumer goods. Ihey were, therefore, mainly capital intensive. 
Most of them were located in Beijing or the Open Coastal Cities. 
Ignoring the unclear case, 22 joint ventures had e^»r t plans and 5 
had no contractual camitments. Thus, 81% (22/27) of the joint 
ventures had export share retirement; 59% (13/22) of these planned 
to export or were e ^ r t i n g at least half of their output. 
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Kemp, NCUSCT, Canpbell, Kearney 
In addition to the above, 17 joint ventures were quoted here: 5 from 
Kenp, 8 from NOJSCT and 4 from Caitpbell (Tables 5.3 - 5.5). 2 
foreign partners of these joint ventures were from Hong Kong, 10 from 
the US and 4 from Western Europe. Hiey were large cotpanies located 
in Shenzhen, Guangzhou, Shan^iai, Tianjin, Beijing, Xian and Wuhan. 
Most of them were carrying out capital intensive manufacturing and 
aimed at domestic sales. The export share requirements, if any, were 
not clear in most of these cases. 
According to Kerrp, almost a l l joint ventures were expected to export 
a proportion of their production to achieve forex balance (2). 
However, NCUSCT stated that although the Chinese invariably insisted 
on export share requirements, most US partners could avoid such fixed 
commitments and had instead a general statement in the contract on 
the need to minly export or export enou^i to balance the forex (3) • 
Kearney interviewed 70 joint ventures v i^ose foreign partners were 
f r c m the US, Japan and Europe. They were large capital-intensive 
cotpanies and were located in 11 provinces in Oiina. I t was r^orted 
that 90% of the joint venture contracts contained an export 
provision. Most joint ventures set a target e ^ r t volume as a 
percentage of total output, ^hich ^as gradually increased to a fairly 
hi^i level of 70% on average over the f i r s t three years of 
operations. Very few, hc^ever, iret the export targets in their 
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contracts. 55% of the joint ventures expressed that forex balance 
was a concerned issue (4). 
Kearney, therefore, agreed with Kertp but contradicted NCXJSCT on how 
extensive the export share policy was inplemented on the Western 
joint ventures. However, i t can be concluded that these Western 
joint ventures were usually large and capital intensive and that 
their actual export shares were low or lower than their targets, 
resulting in forex balance problem. 
Overall ^ ^ . 
The export requirements and performance of the foreign-invested ccaipanies in 
the forgoing interviews can be summarized as follows : -
Source Ihoburn Pomfret Pearson Kearney 
Carrpany Size Medium Medium Large Large 
Industry Labour Labour or Capital Capital 
intensive capital intensive intensive 
intensive 
Location Pearl river Nanjing Beijing and 11 Proviix^s 
delta Open Coastal 
Cities 
% of foreign 
invested co. n 
with ©qxDrt 83 90 81
 y u 
share require-
ments ' 
% with re- > 5 0 
quired export 72 90 
share > 50% 
% with actual ^ ^ 
export share 74 44 ？ 肌 
》50 
.M-f . •• 
- “ • 
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Interpretation of Cases with the Factor-Share Matrix 
Hie foreign-invested corrpanies interviewed and surveyed (Tables 5.1-5.5) 
can be placed into the factor-share matrix by firm, origin and location 
(Figs 5.1-5.4). 
Of a l l the foreign-invested cxjrrpanies, 52% (33/64) were export-oriented 
(exporting not less than 50% of the output), 70% (45/64) were from Hong 
Kong, 66% (42/64) were located at the SEZ or OEZ. Of a l l the known 
cases, 80% (47/59) had export share requirements; 72% (34/47) of these 
had required e>qx)rt ratio 彡 50%. 
Of the foreign-invested corrpanies in labour intensive production, 76% 
(31/41) were export-oriented , 93% (38/41) were frcm Hong Kong, 88% 
(36/41) were located at the SEZ or OEZ. Of a l l the known cases, 85% 
(33/39) had export share requirements; 82% (27/33) of these had required 
export ra t io 彡 50%. 
Of the foreign-invested ccaipanies in capital intensive production, 91% 
(21/23) was dcawestic-oriented (exporting less than 50% of the output), 
70% (16/23) were from the West (including Japan), 74% (17/23) were 
located in the open industrial ci t ies. Of a l l known cases, 70% (14/20) 
had export share requirements; 50% (7/14) of these had required e^»r t 
ra t io 彡 50%. 
From the li terature cases, the conjecture in the factor share model was 
confirmed: foreign-invested labour intensive ventures were mainly for 
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exports and their export share requirements, if any, were usually h i昧； 
foreign-invested capital intensive ventures were mainly for domestic 
sales and their export share requirements, if any, were usually lo^. 
Summary of Case Survey Findings 
The export share requirements iirposed on the joint ventures were very 
extensive and hi^i. In general, 80% of the joint ventures had export 
share requirements; of vMch, 72% were required to export at least half 
of their output. Ihe labour intensive joint ventures were mainly 
invested by Hong Kong and had higher actual and required, if any, export 
level. The capital intensive joint ventures were mainly Western firms 
and had lower actual and required, if any, export level. Itiese results 
f i t in well with the proposed factor share model. The export share 
requirements appeared to be not s t r ic t ly binding but observed. 
(Questionnaire Survey 
The questionnaire survey has been inentioned in the methodology of Chapter 
1 # ^ objective of the questionnaire survey was to find out about the 
export share requirements, if any, aixi the actual export shares. A copy 
of the questionnaire i s at Appendix A. 
A convenient sanple of joint ventures was drawn from the Oiina Hione 
Book and Business Directory, 1991, July - December Edition. Eight 
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ccarpanies introduced by China Merchants Development Co Ltd were also 
mailed. A total of 169 questionnaires were sent in January 1992 to the 
joint ventures in Shan^iai (49) r Guangzhou (22), Shenzhen (65), Zhuhai 
(6) and the municipalities and counties in the Pearl River Delta (27) • 
24 questionnaires were returned in February and early March 1992: 8 were 
frcm Shan^iai, 2 fom Guangzhou, 7 from Shenzhen, 1 from Foshan; 2 were 
significantly incomple te2 were nil returns; and 2 failed to reach the 
addressees. Thus, 18 usuable returns were received, at an response rate 
of 10.7% (18/169). These 18 f i r m s are listed in Table 5.6. 
Interpretation of Questionnaire results with the Factor-Share Matrix 
The foreign-invested cartpanies surveyed (Table 5.6) can be analysed by 
placing them into the fac±or-share matrix by firm, origin and location 
(Figs 5.5-5.8). 
Of a l l the foreign-invested catpanies, 35% (6/17) were e^r t -or iented , 
61% (11/18) frcm Hong Kong, 44% (8/18) located at the SEZ or OEZ. Of 
a l l the known cases, 56% (10/18) had export share requirements; 63% 
(5/8) of these had required export ratio 5^0%. 
Of the foreign-invested coatpanies in labour intensive production, 67% 
(6/9) were export-oriented, 100% (6/6) frcm Hong Kong, 50% (3/6) 
located at the SEZ or OEZ. Of al l the known cases, 44% (4/9) had export 
share requirements; 75% (3/4) of these had required export ratio 5^0%. 
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Of the foreign-invested canpanies in capital intensive production, 100% 
(8/8) were domestic-oriented, 75% (6/8) frcm the West (including Japan), 
78% (6/8) located in the csjpen industrial c i t ies . Of a l l the known 
cases, 67% (6/9) had ej^ xDrt share requirements/ 50% (2/4) of these had 
required export rat io 5^0%. 
From the questionnaire results, the conjecture in the factor-share model 
was again confirmed. Moreover, two characteristics of the export share 
requirements could be discerned from the survey results. Althou^i the 
conpanies with contractual export share requirements might not s tr ict ly 
abide by them, their actual export ratios were more often than not very 
close to their required ratios (5 out of the 8 cases) • Only 3 out of 
the 8 cases (F5, F13 k F14) had their actual ratios significantly less 
than their required ones (of these, F13 had been operating for only 2 
years). This shows that the e^ qxDrt share requirements have same guiding 
effects on the actual export levels. On the other hand, of the 6 
export-oriented carpanies, vMch e^qported at least half of their output, 
4 (F7, F8, F15. & F17) did not have export share requirements. This mi^it 
suggest that , for ccnpanies that would be predceinantly e^r t -or ien ted , 
there mi^it not be a need to iirpose export share requirements. F17, 
however, had a small foreign equity percentage. 
On the financial conditions of the foreign-invested carpanies, two 
findings can be noted. 89% (16/18) of the joint ventures reported 
prof i ts in 1991. The two coipanies (F16 & F13) vMch were not making 
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prof i t s had been operating for only 1 or 2 years. This is in sharp 
contrast with the report by Cairpbell et al (88) that only 44% of the 
foreign-invested cartpanies were running at a profit(5) • Also, about half 
(9/17) of the catpanies balanced their forex outlay by their ejqxDrts; of 
these, 67% (6/9) were export-oriented. None of the export-oriented 
companies had forex problems. 
Summary of Questionnaire Survey Findims 
The export share requirements iirposed on the joint ventures were fairly 
extensive and high. 56% of the joint ventures had export share 
requirements; of vMch, 63% were required to export at least half of 
their output. The labour intensive joint ventures were mainly Hong 
Kong-invested and had hi^ier actual and required, if any, export level. 
The capital intensive joint ventures were mainly Western firms and had 
lower actual and required, if any, export level. These findings 
therefore f i t in well with the proposed factor-share model. Ihe export 
share requirements appeared to be not s t r ic t ly binding but followed. 
Comparison of Case and Questionnaire Survey findings 
The questionnaire results, in general, agreed with the literature cases: 
in China, export-share policy was adopted and the export conditions 
confonned with the factor-share model proposed. The s l i^ i t differences 
occurred in that the e^»r t share requirements were more extensively 
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applied in the l i terature cases than in the ccmpanies surveyed by the 
questionnaire. This mi^it be due to that some of the export plans in 
the former vMch had been assumed to be export share requirements, were 
in rea l i ty forex balance requirements. 
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Legend to Tables 5.1 一 5.6 
ESR Export share required 
L Labour intensive 
C Capital intensive 
NA Not applicable 
NYO Not yet operational 
JO Just operational 




1. in the "remarks" of the tables, "forex balance" refers to the balance 
of the foreign exchange expenditure by exports 
2. m Table 5.6, corpanies are classified as follows: 
Legend Foreign investment (US$M) No. of Staff 
s < 0 . 5 1 - 4 9 
M 0.5-4.99 50-499 
L 5 -9.99 500-999 
VL >10























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Capital intensive Labour intensive Total 
T17, T31 Tl, T3, T4, T6, T7, T10, 
T13, T15, T18, T19, T23, 
Hi< l^ T24, T25, T29, T33, T34, 
actual T35f T36, T37, T38, T39, 
export T40, T42, T44, T45, P3, 
share P4, P7, P8, P9, K1 ； 
(^ 50%) 
No： 2 No： 31 No: 33 
Proportion : 2/23 Prc^»rtion : 31/41 Proportion : 33/64 
=9% = 76% = 52% 
T46, T48, PI, P2, T2, T9, Til, T20, T21, 
P6, P12, P18, K3, T22, T28, T41, T47, T50 
Low K4, K5, US1, US2, 
actual US3, US4, US5, US6, 
export US7, CI, C2, C3, 
share C4 
(<50%) 
No: 21 No: 10 No: 31 
Proportion: 21/23 Proportion: 10/41 Proportion: 31/64 
=91% = 24% = 48% 
Total No： 23 No： 41 No: 64 
Fig 5.1 Factor-Share Matrix 
(Literature cases) 
- 7 6 -
Capital Labour 
intensive intensive Total 
Hi^i No % No. % No. % 
export HK 2 100 HK 28 90 HK 30 91 
share West 0 0 West 3 10 West 3 9 
(^ 50%) Total 2 100 Total 31 100 Total 33 100 
No. % No. % No. % 
Low HK 5 24 HK 10 100 HK 15 48 
export West 16 76 West 0 0 West 16 52 
share Total 21 100 Total 10 100 Total 31 100 
(<50%) 
No. % No. % No. % 
Total HK 7 30 HK 38 93 HK 45 70 
West 16 70 West 3 7 West 19 30 
Total 23 100 Total 41 100 Total 64 100 




intensive intensive Total 
Hi^i No % No. % No. % 
export SEZ, OEZ 2 100 SEZ, OEZ 26 84 SEZ, OEZ 28 85 
share j Open c i t ies 0 0 Open ci t ies 5 16 Open ci t ies 5 15 ！ 
(^ 50%) j Total 2 100 Total 31 100 Total 33 100 i 
i ： 
j 
j No. % No. % No. % i 
Low ！ SEZ, OEZ 4 19 SEZ, OEZ 10 100 SEZ, OEZ 14 45 | 
export ' Open c i t ies 17 81 Open ci t ies 0 0 Open ci t ies 17 55 ！ 
share \ Total 21 100 Total 10 100 Total 31 1001 
( < 5 0 % ) ：丨 
1 """ ； 
I 
No. % No. % No. % 
Total SEZ, OEZ 6 26 SEZ, OEZ 36 88 SEZ, OEZ 42 66, 
Open c i t ies 17 74 Open ci t ies 5 12 Open ci t ies 22 34! 
Total 23 100 Total 41 100 Total 64 100 
Fig 5.3 Factor-share matrix by locations of foreign investment 
(Literature cases) 
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Capital intensive ‘ Labour intensive Total 
； • • 
T16, T31, P6, P12 T3, T4, T6, T7, T8, T10, 
Hi^l P16, US8, C5 Til, T13, T19, T21, T29, 
export T32, T33, T34, T36, T37, 
share T40, T42, T44, T50, P8, 
require- P9, P10, Pll, P15, P19, 
inents K1 
(^ 50%) 
No： 7 No: 27 No: 34 
Proportion: 7/14 Prcportion: 27/33 Proportion: 34/47 
=50% = 82% = 72% 
low T5, T46, T48, PI T2, T9, T14, T28, T46 





No： 7 No： 6 No： 13 
Proportion: 7/14 Proportion: 6/33 Proportion: 13/47 
二 5 0 % = 1 8 % = 2 8 % 
No P18, K4, K5, US6 Tl, T35, T38, T41, T43 




No: 6 No: 6 No: 12 
Prcportion: 6/20 Prc^»rtion: 6/39 Proportion: 12/59 
=30% = 15% = 20% 
I 
Fig 5.4 Factor-share requirements matrix 
(Literature cases) 
- 7 9 -
Capital intensive Labour intensive Total 
High F2, F7, F8, F15, F17 
Actual 
export No: 0 No: 0 No: 0 
share Proportion: 0% Proportion: 6/9 Proportion: 6/17 
(>50%) =67% = 35% 
I 
Low Fl, F4, F9, F10 F3, F5, Fll j 
Actual F13, F14, F16, 
export F18 
share 
(<50%) No： 8 No： 3 No: 11 
Proportion: 100% Proportion: 3/9 Proportion: 11/17 
=33% = 65% 
Total No: 8 No: 9 No: 17 】 
Fig 5.5 Factor-share matrix 
(Questionnaire results) 
- 8 0 -
參 
Capital Labour 
intensive intensive Total 
f 
Hi^i No No. % No. % 
HK 0 HK 6 100 HK 6 100 
share West 0 West 0 0 West 0 0 
(>50%) Total 0 Total 6 100 Total 6 100 
No. % No. % No. % 
Low HK 2 25 HK 3 100 HK 5 45 
export West 6 75 West 0 0 West 6 55 
share Total 8 100 Total 3 100 Total 11 100 
(<50%) 
No. % No. % No. % 
Total HK 2 22 HK 9 100 HK 11 61 
West 7 78 West 0 0 West 7 39 
Total 9 100 Total 9 100 Total 18 100 
^ 一 丨 • , . \ , i , — 




intensive intensive Total 
Hi^i No No. % ！ No. % 
export SEZ, OEZ 0 SEZ, OEZ 3 50 | SEZ, OEZ 3 50 
share Open c i t ies 0 Open ci t ies 3 50 j Open ci t ies 3 50 
(>50%) Total 0 Total 6 100 | Total 6 100 
I . 
No. % No. % i No. % 
Low SEZ, OEZ 2 22 SEZ, OEZ 3 100 SEZ, OEZ 5 42 
export Open c i t ies 7 78 Open ci t ies 0 0 Open ci t ies 7 58 
share Total 9 100 Total 3 100 ！ Total 12 100 
(<50%) j 
1 — ！ ^ 
j 
No. % No. % No. % 
Total SEZ, OEZ 2 22 SEZ, OEZ 6 67 SEZ, OEZ 8 44 
Open c i t ies 7 78 Open ci t ies 3 33 Open ci t ies 10 56 
Total 9 100 Total 9 100 Total 18 100 
Fig 5.7 Factor-share matrix by locations of foreign investment 
(Questionnaire results) 
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Capital Intensive Labour Intensive Total 




ments No： 2 No： 3 No： 5 
(>50%) Proportion: 2/4 Proportion: 3/4 Proportion: 5/8 
=50% = 75% = 63% 




ments No: 2 No: 1 No: 3 
(<50%) Proportion: 2/4 Proportion: 1/4 Proportion: 3/8 
=50% = 25% = 38% 




ments No: 6 No: 4 No: 10 
Proportion: 6/9 Prc^xDrtion: 4/9 Proportion: 10/18 
=67% = 44% = 56% 
Without F6, F9, F16 V7, F8f Fllf F15, 
export
 F 1 7 
share 
require- ” o 
ments No: 3 No: 5 No: 8 
Proportion: 3/9 Proportion: 5/9 Proportion: 8/18 
=33% = 56% = 44% 
Fig 5.8 Factor-share requirements matrix 
(Questionnaire results) 
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Chapter 6 
Appraisal of Export Share Requirements in China 
Introduction 
This Chapter gives an a^ ra i sa l of the export share policy in China. 
The theoretical basis and international corparison of the policy are 
outlined to provide better perspectives. The policy is then 
evaluated as to i t s economic success. Lastly, i t s future directions 
are predicted based on the a印raisal results. 
Theoretical Basis 
In general, the welfare of a country will be best served by free 
trade without t a r i f f s and quotas. Under such circumstances, i t s 
welfare will also be best served by free international movement of 
factors without restrictions, including free foreign investment 
without export performance requirements. Free trade in goods and 
factors i s the f i r s t best policy (1) • 
Practically, a l l nations inpose t a r i f f s and quotas on their iirports. 
Ihese trade restrictions may be in place for the economic arguments 
of protecting the infant industry, providing domestic employment, 
reducing a defici t in the balance of payments, strategic trade 
policy, anti-<3uirping and c^tlital t a r i f f . They may exist for the 
pol i t ical reasons of defense and self-reliance. Most of these 
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arguments may became questionable if there are retaliations. Trade 
restr ict ions often end up in reducing the welfare and result in a 
second-best environment (2) • 
Tar i f f-induced foreign investments are welfare reducing if the 
iirportables are capital intensive. This is because the capital 
inflows lead to an over-production of the irrportable goods and 
exaggeration of the t a r i f f distortions (3) • These negative effects 
can be avoided if the tariff-juroping products are taxed at the ta r i f f 
rate. They can also be mitigated if the foreign investment is subject 
to export share requirements vMch reduce the return to foreign 
capital and the output of the already over-produced goods (4) • 
Quota-induced foreign investments are welfare inproving vihen the 
iirport quotas remain unchanged. This is because the capital inflows 
reduce the price of the iitportable goods and the return to foreign 
capital (5) • If the foreign investment is subject to export share 
requirements, the welfare is, in general, worsened because the foreign 
firms are forced to sel l a share of the output at a lower world price, 
resulting in a revenue loss (6) • 
The aforesaid theories on the welfare effects of foreign capital 
inflows and export share requirements under t a r i f f s and quotas may be 
d i f f i cu l t to apply in China. The main corplication is that the prices 
in china are mostly controlled by the government and not market 
determined (7) • 
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In China, t a r i f f s are iitposed on over 2000 items. The tar i f f rate 
ranges from 3% to 180%, with an average of 38%. In addition, raw 
materials and other iirports are subject to command plans, foreign 
exchange allocation and an iirport licencing system. These measures 
are, in effect, quotas on iirports (8) • 
For tariff-jumping foreign investors, they usually have to pay back 
the t a r i f f s for the iirported raw materials used in the goods produced 
for domestic sales. For quota-jurrping foreign investors, they often 
se l l at the international prices and the import quotas may be 
adjusted accordingly. Ohus, the trade protection is less exploited 
or affected by foreign investment. Nonetheless, the foreign 
investors s t i l l enjoy some privileges and would find i t less costly 
or easier to sell in China (9) • 
Hence, the Chinese export share policy appears not to aim at 
improving welfare as a direct objective. I t is rather to achieve the 
more measurable objectives such as to increase e x p o r t s , protect the 
local industry, provide domestic enployment, enhance the forex 
balance, transfer technology and market internationally, as discussed 
in Chapter 4, 
International Comparison 
In the 70's, many developing countries set up Export Processing Zones 
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(EPZs) or Free Trade Zones (FTZs). These zones were generally 
ej^xDrt-oriented in order to provide the development drive needed by 
these countries (10). Ihe export requirements are listed in Table 
6.1. Usually, either a hi<^ ti proportion of the output is to be 
exported or the products for dcsivestic sales had to be taxed for 
iirport duties. Asian countries such as India, South Korea and Taiwan 
required a l l products in their EPZs to be exported as a general rule. 
During the 80s, ejqxDrt requirements were caramon in many developing 
countries. The EPZs generally required that about half of their 
to ta l output to be ejqported (11) • Detailed surveys were carried out 
by the two authors below. 
Robinson (83) interviewed 51 US-based transnational corporations and 
found that they had 33 aff l ia tes with export commitments (12) • The 
« 
standard requirement appeared to be to export enough to balance the 
foreign exchange required for iirports and profit remittances. In 
seme cases, a firm was required siirply to e^» r t a given percentage 
of i t s production. Sometimes, an export commitment led to the 
relaxation of ownership requirements or a reduction of local content 
requirements. Despite the e^»r t requirements i^rposed by the host 
countries, most firms had gone ahead with their investment. 
Guisinger et al (85) in tiielr survey of the 7.4 foreign-invested 
projects for the World Bank in 1982 found that 38 (51%) were subject 
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to performance requirements,, usually in the form of export share or 
local content. In the remaining cases, some were subject to indirect 
performance requirements because the investment incentives were 
related to the proposed trade balance. These requirements were not 
always binding but had resulted in accelerated ejq)orts and local 
sourcing. Ttiey varied among different industries and countries (13) • 
In contrast with other developing countries, China's export policy 
has the following characteristics. Firstly, the nev zones set \jp for 
foreign investments are not called Export Processing Zones but named 
0 as Special Economic Zones or Economic and Technology Development 
Zones. Foreign corpanies can also invest in the coastal and inland 
c i t i es . Thus, the economic roles of foreign Investment are larger 
than sinply to export and sane limited access to the domestic markets 
may be iirplicitly allowed (14) • Secondly, no minlinum export ratio is 
specified in the legislation. Ihe export share requirements are to 
be negotiated between the foreign and Chinese partners. Thirdly, the 
contractual export share is not s t r ic t ly cxarplied with, especially in 
the 'early operational years of a joint venture. Same flexibility is 
allowable in the iirplementation. Ihus, China's e^x>rt performance 
requirements may appear to be on par with or even less onerous than 
those of other developing countries. 
In recent years, Vietnam has welcaned foreign investment and modeled 
i t s policy on the Oiinese experience. Vietnam also requires the 
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joint ventures to export or sell domestically only for iirport 
substitution and to maintain their foreign exchange balance. Other 
Indo-China countries including Lao and Cambodia are following suit 
(15). 
Economic Performance Appraisal 
Has China ’s export share policy been successful? How well have the 
export share requirements fulf i l led the policy objectives? Ihese 
questions can be answered by considering the e^xDrt performance, 
danestic industry, danestic errployroent, forex balance, technology 
transfer and international market share in the years since the open 
door policy was introduced in 1978. Lastly, the domestic econcmy and 
welfare in the same period will be addressed. 
Chimes export growth since 1978 has been phenonmenal. Ihe e ^ r t 
figures in each year frcsn 1978-91 are listed in Table 6.2. The 
national exports grew at a remarkable average rate of 16.7% per amum 
f r c m 1978-90. a n n a ' s export as a percentage of i t s GDP and the 
world exports increased respectively frcm 4.81% and 0.75% in 1978 to 
16.98% and 1.78% in 1990. Thus, Oiina has been Increasingly 
ejqx>rt-orient©d • 
Ihe exports from foreign-invested ventures grew even more rapidly in 
the second half of 1980«s. Ihey were 1% of the total exports in 1985 
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but became 10% in 1990. The ejqxDrts from the total foreign 
investment including processing and assembly operations are ittuch 
higher. They were US$ 24,020 million, or 45.8% of the total export 
volume in 1989. The value-added operations should, however, be taken 
as about 20%. Further, the escort of these foreign ventures have 
broadened China's e ^o r t of non-traditional manufactured goods. 
Hius, the foreign-investment has played an increasingly significant 
role in China's ej^ xDrt drive. 
China's export success has been due to the ejqx)rt orientation adopted 
in the ecoronic reforms and open door policy. In the latter, the 
export share requirements have been an important instrument to 
capitalize on the carparative advantage of China in labour intensive 
production and to bring out the export initiatives of foreign 
investinerit. 
From 1981-90, Oiina 雪 s value added in industry and gross dcmestic 
investment increased at an average annual rate of 12.7% and 34.6% 
respectively (16) • Industrial output has grown rapidly and dcmestic 
investment has been at a hi< i^ level. Such a rapid industrial growth 
has been due mainly to the economic reforms. However, the export 
share requirements on foreign investment have contributed towards 
protecting the domestic industry and promoting i t s growth. In 
general, the Hong Kong investment develops the export markets 池 i l e 
the Western investment transforms same existing old enterprises into 
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more eff icient and inodern ones. Instead of detrimentally carpeting 
with the local industry, the foreign-invested conpanies have opened 
up overseas markets and served as better exairples for the local 
firms. 
Moreover, the export share policy has created millions of jobs for 
the Chinese. For exanple, over two millions of workers are being 
eirployed in the Pearl River Delta by Hong Kong's manufacturers (17). 
These workers are mich better paid than their counterparts in the 
local firms and their living standards have thus been inproved. 
Millions of
 1
 surplus, labourers from other provinces were reported to 
be moving into Guandgong to look for the newly created and 
better-paid jobs. 
Oiina's forex reserve has stood at a reasonably comfortable level in 
recent years. In 1991, Qiina had a record hi^i forex reserve of $40 
bil l ion (18) • Frcm the interviews by Thoburn et al (90), most of the 
foreign-invested ccarpanies in the Pearl River Delta had exported 
enough to cover the forex expenses. In the other cases, most capital 
intensive joint ventures had not exported enou^i to achieve forex 
balance. From the questionnaire survey for this project, half of the 
corpanies had exported enou^i to meet the forex outlay. In the f i r s t 
ten years of the open door policy, the inports of foreign investment 
may exceed their exports. However, as the experience of other Asian 
countries shows, the direct and indirect contributions from exports 
may have been underestimated by the s ta t is t ics and the net exports 
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are likely to increase as , the joint ventures develop (19) • By and 
large, we may opine that the export share requirements on foreign 
investment have prevented a severe drain on China's forex reserve and 
may contribute to i t in the near future. 
The export share policy has resulted in the successful transfer of 
technology to China. The technology is not limited to the tangible 
machinery but includes a package of technical and managerial skills. 
I t also ijtplicitly requires the commitinents to quality and 
productivity (20). Meeting the export targets has assured of 
transferring technology to China at an appropriate level. Itie 
technology may not be of a most advanced type but is appropriate for 
the labour intensive production in China. 
Same capital intensive joint ventures have a lew export level and are 
aiming for irrport substitution. Ihe capital intensive goods so 
produced may be more ejq^ensive than similar goods inported as Qiina 
has exxtparative disadvantage in hi^i technology production (21) • 
This may result in inefficient technology transferred. The value of 
the hi^i technology being transferred, however, may be positive on a 
longer term basis. 
As shown in the previous data, China's exports as a share of the 
world
f
s tota l exports increased frcm 0.75% in 1978 to 1.78% in 1990. 
Thus, China
f
s global market share has been growing. What is more 
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important i s that, with the penetration of the international market, 
the Chinese have acquired marketing skil ls , established distribution 
channels and built up product images. Chinese products have found 
increasing acceptance in the world market as their quality inproves. 
All these contribate to the long term growth of international 
selling. In this process, the export policy has performed an 
invaluable role by util izing the ejqx)rting ski l ls and overseas 
connections of the foreign investors. 
In short, the ejqxDrt share policy has led to growth in China in the 
various aspects discussed above. Without i t , the foreign-invested 
ccnpanies may have been less ejqxDrt-oriented and the benefits to 
Oiina may have been reduced. 
In 1981-1990, the Gross Donestic Product grew at an annual rate of 
8.5%, v^iich was by world standard. In other words, the GDP in 
th i s period was more than doubled. The welfare of the Qiinese, no 
doubt, has been ittuch irrproved since 1978. To this end, the export 
share policy should have contributed, especially in recent years. 
Future Directions 
In the previous appraisal, we noted that the export share policy has 
prcmoted growth in China and has been beneficial to the Chinese 
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economy and social welfare. As ejqDlained in Chapter 5, there is a 
his toric rationale to impose the policy on foreign investment. 
Furthermore, the policy has the simplicity and neatness of condensing 
the requirements to a single number - the export ratio. On the other 
hand, the policy has not deterred foreign investment vMch has 
actually been increasing. I t is, therefore, likely to continue in 
future. The adoption of similar policy by the Indo-china countries 
may be the best testimony of the success of the policy. 
Uius far, hwever, the export share requirements are quite arbitrary 
and should be inore standardized. I t is true that the required ratio 
depends on many factors such as the products, locations, input 
sourcing etc and is suject to the negotiations of the foreign and 
Chinese partners. However, for two joint ventures with similar 
factors, the policy treatment should be the same and, for two joint 
ventures with different factors, the policy treatment should be 
different in a rational manner. This is for the sake of cptimizing 
the benefits for Oiina and equity for the foreign investors. A f i r s t 
step towards this standardization may be the publication of the 
detai ls of the joint ventures contracted. Then the export share 
requirements, if any, for different classes of joint ventures can be 
established. This will further ijnprove the investment environment by 
reducing the uncertainties facing the investors. 
After a l l , the export share requirements are a kind of 
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government intervention. If we believe in the invisible hard of Adam 
Smith and if we believe in the free market economics v^iich has found 
increasing global acceptance, the selling of products should be 
directed for optimal welfare by the market forces based on 
carrparative advantage rather than by government policy. In order for 
the export requirements to fade out, the market mechanisms have to 
came into fu l l play. The prerequisites may include that China should 
have further developed i t s market economy and reduced i t s t a r i f f s and 
quotas and that China should have built up i t s industrial base. 
These conditions are unlikely to be realized in the near future. 
However, China has headed in this direction by proposing to reduce 
i t s t a r i f f s and licencing requirements in i t s recent application to 
re-join the GATT (22) • 
Summary 
In th i s last chapter, we have noted that, according to the economic 
theories, export share requirements inay increase or decrease welfare 
depending on blether t a r i f f s or quotas are in place. 
Internationally, export performance requirements are cammonly i^ iposed 
on foreign investment. I t is re-affirmed that China adopts the 
export share policy to achieve the objectives such as to increase 
e ^ r t s , protect the local industry, provide domestic enployment, 
generate forex, transfer technology and penetrate the global market, 
as stated in Chapter 4. On these accounts, the export share policy 
of oiina has been successful. I t is concluded that this policy has 
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contributed to the significant economic growth of China since 1978. 
I t i s therefore likely that the policy will continue in the near 
future. In the longer tern, however, if Qiina continues i t s market 
reforms, the export performance of foreign-invested ccanopanies may be 
regulated less by government's policy and rnore by market mechanisms 
based on carrparative advantage to the mitual benefits of the host 
country and foreign investors. 
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Table 6.1 Export Requirements of Export Processing Zones 
Country Export Requirements on Firms 
India All products to be e^x>rted 
Malaysia Tax incentives depend on the export share 
and local content 
South Korea All products to be exported. Products 
should earn 20% forex and be labour 
intensive 
Sri Lanka Normally, 90% of the output to be exported 
Taiwan All products to be exported unless special 
permission obtained for dc3mestic sales 
Egypt Products may be sold in the domestic market 
at 50% tar i f f reduction if the local 
content is at least 40% 
Mexico Tax incentives on export inccxoB 
Brazil Limited access to the local market permitted 
Colombia Products may be sold in the local market on 
payment of duties for the imported 
ccatponents 
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Appendix A - Questionnaire 
- 1 0 1 -
PLEASE COMPLETE THIS QUESTIONNAIRE AND RETURN BEFORE 2 ^ . 2 . 9 2 
WITH THE ENVELOPE ADDRESSED AND ENCLOSED. 
1, Are you a foreign-invested company in China? 
Yes，please go on. Hereafter, the foreign-invested company is 
referred to as the company. 
___ No, please stop and return questionnaire, 
2. Where is the origin of the company's foreign investment? 
I [ Hong Kong 
I I United States 
Japan 
Western Europe, please specify country ； 
• Others, please specify 
3. Where is the company located? 
Special Economic Zone (SEZ), please specify 
I Economic and Technology Development Zone (ETDZ), please specify 
[ I Open Economic Zone, other than SEZ, please specify 
Coastal Open City other than ETDZ, please specify 
Others, please specify 
4, What is the investment form of the company? 
I 1 Equity Joint Venture, please specify the foreign equity % 
I I Contractual Joint Venture 
I 1 Wholly Owned Foreign Venture 
I I Processing & Assembly Operations 
I [ Compensation t r a d e 
I I Others, please specify 
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5. What is the industry classification of the company? 
I j Footwear 
| | Textiles & Clothing 
| | Food & Drink 
| j Metal Products 
[ j Electronics & Electrical 
j j Plastics 
• ^ 




| | Others, please specify 
6. How would you describe the technology level of the company? 
j j Capital intensive 
Labour intensive 
Others, please specify —— 
7. What. 1& the amount of the foreign investment of the cx^ npany? 
Below US$ 0.5 million 
US$ 0.5 million - 4.99 million 
US$ 5 million - 9.99 million 
Over US$ 10 million 
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8. How many persons does the company employ? 
I I 1-49 persons 
[ j 50-499 persons 
I I 500-999 persons 
j j Over 1,000 persons 
9. How lorig has the company been operating? 
year(s) 
10. Is the export-share requirement (percentage of products to be exported) 
written into the joint venture contract or articles of association? 
Yes, please specify % 
No 
11. What was the actual export-share (percentage of products exported) in 
1991? 
% 
12. Was the foreign exchange that the ccmpany earned, from exportizig its 
products sufficient to balance its foreign exchange outlay in 1991? 
Yes 
_ No 
13. What is the company's output target in 1992? 
I j Higher than the actual output In 1991 
j Lower than the actual output in 1991 
I I The same as the actual output in 1991 
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14. What is the company's export-share target in 1992? 
I I Higher than the actual export-share in 1991 
I J Lower than the actual export-share in 1991 
I I The same as the actual export-share in 1991 
15. Did the company make a profit in 1991? (Optional) 
Yes 
No 
16. The name of the company is (Optional) 
17. Do you have any additional comments about the export requirements or 
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